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g Introda.ctt'on
Helio, myname is. EVan Kinser, Iam employed b'y Dean Foods' Company as Director of Dairy .'
" Pohcy and Commod1t1es Dean Foods owns and operates Class Iand Class I plants located n
_ and/or regu!ated in some form by all of the 10. Federal Orders rmpacted by this heanng I am |
: appeanng today to’ oppose all Proposals berng con31dered at thrs hearmg and to oppose the |
i rssuance of an emergency decision. Dean Foods isa rnember of Intematlonal Dairy Foods -

- Association (IDFA) and su_pports its forthcommg testimony.

_ Undocumented Clatm Made by NMPF in Request for Hearmg
I would 11ke to begm my testrmony by referrmg to EXhlblt 5 testnnony for National Mﬂk
'Producers Federatton (NMPF) This testunony artlculates two pomts Justlfymg the need for the .
- :emergency action. Page four contams the second numbered point, whlch is t1tled “The |
_ Inadequacy of Current Class Tand IT Pricing Contrlbutes to D1sorder1y Marketing in Federal
Order Markets. ” This broad statement by National M11k is a serious concern for the Dep artment
Cin upholdmg the Act partlcularly if the clatm made would be frue.. The good news for the
| Department 1s. that itis not true when onie considers the support NMPF prov1ded and the erroris |

documented by the Secretary S. recent decisions.
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- Proposed Rule published on February 22, , 2006
" ~The first ev1dence s1ted by va[PF to support this case is-a clarrn about growmg drfﬁculty fo

supply the markets Interestmgly enough ina hearrng held i 1n December of 2004 ev1dence was

- presented to the Secretary for the purposes of establtshmg a Transportatlon Credit in the Central

: Order to help supply milk to the Cla.ss ! market in that order The Secretary concluded the

followmg

The record does not support concluding that handlers servmg major urban areas in
other regrons of the markeung area (such as, Denver, Oklahoma City, or Tulsa)
' expenence difficulty in attracting milk supplies. This supports. concluding that the
issues raised by the proponents are at best localrzed in nature rather than .-
- marketw1de

- In addjtiou the record reveals in the testimony of the AMPI, et al,, witness that _
some u'anSportatron and assembly costs incurred by handlers for m11k deliveredto
- distributing plants are recovered by the marketplace... Record evidence supplied
* by a Class I handler located in St. Louis indicates-that the firm is able to continue
~ receiving, bottling, and selling milk in the St Louis area. This evidence. suggests
~ that milk movements t6 handlers in the St. Louis area are occurring and meet the
ordet’s Class I needs. This evidence provxdes a basis to conclude that the order -
provisions attract sufficient milk for fluid use, In this regard, the need for
additional government intervention beyond what the order currently prov1des mn
- meeting the market’s fluid demands is not warranted.

jAtt best, record evidence demonstrates that if there are drfﬁculues in procuring
* milk for Class T use, they are isolated to a fraction of the marketing area.
. (Central Poohng Proposed Rule 9031 Federal Reglster /Vol. 71, No. 35 2:’221’06)

Itis dlfﬁcult for me to understand how in a matter of two years, an adequate mr]l( supply has :

~eroded to madequate and disorderly. Itis possrble that NMPF found a few select areas (none of

' whrch they or any of their supporters testlﬁed to), like St. Lours Mo and tned to extrapolate that'

-local market condrtron into the broadest of cucumstances to encompass every county covered by

K Federal Order. The Secretary should not be rnrsled by any locahzed problem, and should :

remain consrstent in evaluatmg the entire market (1n thrs case entn'e system) before concludmg a

' -problem ex1sts partrcularly a problern requiring emergency actlon I would also note that in the -




decision referenced the Secretary recognizing that the handlers are able to recover handling and

_ supply costs from the marketplace. |

| Economlc analysis preformed by USDA for this hearing

Before leavmg this clalm of inadequate mrlk supply, over concern that someone can find an

. argument that thmgs have so quickly eroded in two years [ would hke to point out to the |
: Secretary h1s own analysrs for tlus hearmg I am refernng to Exhibit 1, the hearing notice.
N Spec1fically Tablel found on the third and fourth page tItled “Table l.— — Model Results for |
- Natronal Ml].l{ Producers Federatlon Proposed Class I and Class IT Changes.” My focus is. on the |
_ lme titled “Governrnent Removals of NFDM ” This line represents the mllllons of pounds of
" nonfat dry rmlk purchased by the government under the M11k Pnce Support Pro gram in the years

.2007 through 2015. Speclﬁcally it detalls the basehne the effect of 1mplementatzon of the

proposed Class I price change the effect of tmplementatlcn of the proposed Class H Pnce

.change and the effect of 1mplementat10n of the proposed Class Iand Class Il Price changes I

find it mterestmg that in the baselme that 1§ no action to be taken by the Secretary — that there

-~ wouid be sales of NFDM to the government Yet to hsten to Natronal Milk, it Would seem we.
are in d1re strai ghts of not havmg milk in the US. A more detaﬂed review of the Secretary s own
* analysis reveals that there is so much rmlk that NFDM is gomg to be purchased by the cCeC

- each year These proposals would, if adopted by the Secretary have two negat1ve effects for Us.

taxpayers Flrst they would see more of the1r tax dollars bemg spent to purchase powder unless .

of course the Secretary would only adOpt the chauge in Class I Price. Second, taxpayers would :
' get to pay more for the Class I and Class I dalry products they consume. Th1s 18 NO deal.

- Consumers in the Uruted States are far from facmg the rlsk of havrng no milk to drml{ Iflt is




" National Milk’s position that the market is failing to move this milk to Class I, that would require

- another different action; more discussion on this topic later.

- The Secretarv has already taken actlon

- - NMPF’s other pomts alle gedly supporting emergency actron are in the third and fourth paragraph
o .of the sectron Here the argu.ment is 1nade about nsmg Class’ I Over Order Prermums in surplus o
" markets and a great increase in “de- poohng” m recent years These are correct observatrons
What is not noted in the testrmony is the connectron of these two issues and the fact that hi gher .
~ regulated Class I prices once pooled will not solve the problem. It was noted by the Secretary n
hrs Decrsron on Chrcago Reglonal Order Proposed Rule pubhshed in the Federal Register on -
N October lS 198? that Class I milk competes wrth manufacturrng milk for a rnrlk supply. In
‘evaluation of the record, the Secretary offered th_e following conclusron: |
_ th.e very nature of the market tends not to. enCOurage the movement of milk to . - -
: drstrrbutrng plants for Class I uses because manufacturing plants are located -
throughout the marketing area and provide strong competition for producer mrlk
supplies. The result is that distributing plants have difficulty attracting adequate
- milk supplies at prices that allow them to be competitive with handlers under
: other nearby orders. (52 Federal Regrster 38235, 38240 - October 15, 198’?)
If Class I milk is at a regulatory dlsadvantage (i.e. depoolmg of Class a1 mrlk) handlers would
need to pay somethmg beyond the pool pnce to attract a mllk supply (more on thrs later) To thrs
' pornt the Secretary has recently recogmzed the dlsorderly marketrng condrtrons caused by
) depoolmg and promulgated new poolmg standards These changes went into effect at the -

' begmmng of this month ThlS same dec151on and 1mplementatron by the Secretary applres later

inthe statement when NMPF concluded that today S Proposals are needed to decrease the risk of

_ depoolmg In a Natronal heanng regardmg all orders not Just the orders where depoohng has L S

been an issue, the Secretary should_not consider rnarketrng_condrtrons. that have already been




addressed in other proceedtngs and not been g1ven enough tlme to be tested before using such

condltrons as rat1onales for emergency action or support of an otherwrse unj ustrfied price change

- Incorrect Conclusion Drawn by NMPF.
* NMPF appears to believe that'iucr'eases in Class I and Class IT milk prices will flow directly to -

the producers prowdmg that milk. Thisisa senously flawed argument In the dlscusslon of the

- ._ new Class I and Class II formulas NMPF offers its reasoning behmd the Class I and Class H .

. drfferentlals To quote from the bottom of page 8 of Exhibit 5 Class [ and H “drfferenttals are

o de31gned to compensate not processors, but rather the supplters of Class I and II raw mllk ?

S NMPF s assumptton that Class I and Class II price mcreases w111 flow duectly back to the raw
- milk suppliers is somethmg Dean Foods has addressed multlple tlmes w1th marketwrde =

| ) pool_mg, the increases are diluted and w111 not reach the producers actually providing the service_. _

.Beclause of Im'arketwide pooling, the prices paid by higher valu'e production, such as Class I &: o
| .‘ .Class II does not flow to the plant supphers Instead, it flows mto the pool where it is. blended
-wrth a11 the other class values to create a umform price. The result is that producers and
'cooperatwe assoc1at10ns are made 1nd1fferent w1th the exceptron of the locatron d1fferent1al
- between supplymg any plant Thus, a htgher Class I Pnce doesn’t mean somethmg only to the
N supplter mcurrmg supply costs, it also means sornethmg to all producers pooled on the order
- | So, if the Class I Pnce increase 1s gomg to be sufficient to make the suppher whole marketwrde | _
N - -:poohng will allow a non- suppller to reap si gmﬁcant beneﬁt with 11ttle or no 1ncurred costs —

- while we oppose the current proposals —a solutlon for another day would be to ensure that_ a




o

'sxgmﬁcant portion of any Class I dlfferentlal revenue ﬂow to the producers supplyrng Class I

: market

Reglonal ineq ultles

- A major ﬂaw in thrs Proposal is that 1t does not have the same nnpact on all producers When

:_ any class pnce is increased, because of rnarketwrde pooling, the darry producer’s beneﬁt is

llzmted to the percent of that class in the market s pool For example suppose there were two '

o 'Federal Orders the ﬁrst was 75% Class 1 milk, wb.rle the second was 30% Class. I Now let’s .
1mage the NMPF proposal is adopted and increases the CIass I pnce by 77 cents a

- hundredwe1ght Dalry farmers pooled on the ﬁrst order would expenence a.57.75 cents per '

hundredwe1 ght increase, a result of 75 percent tlmes 7 7 cents. Now movmg to the second order

_ darry farmers pooIed on the this order would expenence a 23 1 cents per hundredwei ght increase,

o a result of 30 percent t1mes 77 cents. Thisisa srmphstrc representatxon of the way thrs proposed -

change would play out across the 10 orders In su:mmary, darry farmers in h1 gh Class I

utilization markets will get closer to penny for penny 1ncrease in thelr milk check, whlle dairy

E producers in lower utLhzatxon markets w111 experlence much less ofa gam before reco g;mzmg

any mark_etplace dynamics. -

T}us act1on w111 create an opportumty for more pool ndlng As this dlsorderly condrtron

_ develops we w11[ all meet agam for another round of Federal Order heanngs to dxscuss the pool

provrsmns.




Potentia! to Repeat History.
I don’t want fo bore the Secretary, the Department staff or the attendees of th.ts heanng, yet I am

concerned 1f we don t learn from hlstory we w111 be doomed to repeat it. Twill attempt to cover a
_"'lot of ground mn qulck order by refemng the Department to its own web51te which contams all

- the Federal Order heanngs since Reform. (http'//w.'ww ams u'sda gov/dairy/hearings htm).

| would like to review the rounds of hearmgs held smee 2001 dealmg Wlth poohng provrsmns

o Order Area Hearmg Sub]ect ' Start Date
Upper Midwest -~ Pooling Provisions = June 26,2001
Mideast- - . Pooling Provisions . - October 23, 2001
~ Central o Pooling Provisions. =~ November 14, 2001 -
‘Northeast . Pooling Provisions’ - September 10, 2002
Upper Midwest . Pooling Provisions August 16,2004
Central = PoolingProvisions =~ December 6, 2004

Mideast + " Pooling Provisions ~ March7, 2005_

As the Orders took effect from Federal Order Reform handlers began to play by the new rules
and the results were dlfferent from what was expected Now ‘seven hearmgs later, the Secretary_ '
B has changed the rules in hopes of restoring orderly marketmg condltlons I would add to-this hst |
, the nearly completed heanng for Transportatlcn Credits in the Southeast and Appalachtan
' __Orders In the dec1s1on the Secretary concluded d1sorder1y marketmg condrttons were present

' and addressed them as 1t related to poohng through use of milk recewmg TranSportatlon Credrts o

- . Adopting the f’roposa_ls being considered today will not_lesseddisorderly Irlarket:i_rrg cond_itions.- E
-hrstead, it witl cre'ate new opportunit'ies for pooling ganies and provide economic incentives for
_ | pool dlversrons These games will create disorderly marketmg cond1t1ons whtch have been '
| addressed tw1ce in three dlfferent orders in less than seven years the most recent of wh1ch was

'_ less than two years ago. There is no reason to beheve the mrcumstances that created those




opportunities have changed so si gniﬁcantly in less tham two years to indicate they won’{ occur -

again. -

Incorrect Assumpnon made by NMPF

- In refercnce to 1ower1ng the Class I and Class II Pnces along Wlth changes to the make

allowance for Class III and Class IV page 21 of NMPF $ testlmony states the followmg “By
contrast the processors of Class I and Class II products are able to pass on tncreased cost to the

market NMPF 1n:1p11cs that Class I and Class II processors operate ina very SlIIlplISth cost plus '

) settmg They offer no re gard for competrtlve or demand factors that are a part of the consumer -

marketplace I would agree to the pomt that there are no product pnce fcrmulas for Class I and -

I products However to extend that statement o mean that pnce increases are eas1ly prov1ded

' to customers W1th no unphcatrons is snnply not the case.

- Consumers respond to price. When we experience a price increase and go to the market in an

attempt to pass it along, it is not without an effect to sales. Further, we continue to see new

~ product developments that are formulated in more and more creative ways, some contain _dairy'

' products, and some do hot all competing against our products. Increasing Class Tand Class I .

raw mrlk pnces will contmue to encourage beverage formulators and consumers to look for

somethmg other than rmlk Whrle Dean Foods does own Szlk and supports the consumptron of .

* soymilk, we are at heart a dalry company and do not want to see pr1ce ch_anges accelerat_e the loss

© of per capita corrsurnption of fluid dairy products.




o IAll'Class Iand Class II' processors operate in a competitive and dynamic environment. One such

dynamic is the ex1stence of unregulated Class II processors W1th this propo sed change to the B

order system that dynam1c could get worse If these propo sals are adopted, a poss1ble occurrence

would be increased depoohng or more stand alone Class II plants bemg unregulated Iu sp1te of )

the fact that the Secretary has taken act10n to hmit the hkehhood of depoollng, tlus Proposal w1ll o -

. _only strengthen the chan_cestha_t a plant will snnply _choose to remain outsx_de of the pool. If such

- 'happe'ns as Dean Foods testified to 'in' alt the depooling'hearings it will- weaken the effectiv'eness. -

of the order, the very opposite of NNL'PF’s proposed solut1on (I maintain rny stance that NMPF

) has falled to 1dent1fy a natlonwrde problem)

_ As to California, on page 18 of Exhibit 5, NMPPF’s testrmony, it is reported that the pnce spread
- between the California equivalent of FO Class 11 and Class IV i83.7 to 3 9 cents. NMPF then .
clanns that thrs means that raising Class II pnces would not cause processors to- entertarn the use

of Class 1N products asa subst1tute for Class II cream.

- I won’t contest the description of the price spread in California, but disagree as to the claim as to e

the conclusion that can be drawn. The California pricing system works differently than the

¥ ederal Order system in that their Class I eqmvalent (Class 2 and 3) is advance priced with only

- :, changes six- times a year as opposed to the Federal Order lag pncmg and monthly changes The.

' result of this nuance is that over time a reported spread does exrst however 1t is unlcnown what -

 the spread will tum-out to be until after it has passed Twill refer you'to -Chart 1 attached to rny '

_ testtrnony (Source http //Www cdfa ca. gov/ daxry/pnces main. html) In lookrng at this chart it is

plarn to see that the 1mp11ed constant advantage suggested by NMPF 1s not there In fact




sometnnes the California equivalent of the FO Class II pnce is higher than the Cahforma

' equrvalent of the FO Class IV price and sometimes it is lower. The advantage and dlsadvantage

-~ canbe qu1te large. Thus, ifa manufacturer is going to.change to alternat;ve 1ngrcd1ents for a

- pnce advantage It is gomg to need to be ready to make that change back and forth contmually |
Thls isa senous challenge to contlnually altemate mgredlents to malntam a consistent product. -

. Thus 1t seems. qu1te reasonable to me that v we.don’ t see a “substanﬂal substltutlon of butter
buttero11 or a:nhydrous mﬂk fate for cream” in Calrforrna Thxs unpred1ctab]y would not exist in |
- the Federal Order where the pnces announced would be t1ed to the same butter market thereby . _

_ prov1d1ng rnanufactures of a known and constant ma:rgm to make a one- -time permanent change '

L to alternatwe 1ngred1ent(s)

NMPF has o_ﬁ'ered the wrong solurwn |

Late in the NMPF test:lrnony three pomts are offered on how its Proposals allegedly better meet

J 'the Ob_] cctwes of the Act The second such po1nt focuses on the cost of’ supplxers for Class I and

- Class I milk. Tlus fa1ls rneetmg the obJ ective of the Act on two fronts. First, the Act i is not - o -
| conc_emed abo_ut.an adequate su_pply of Class_II n_nlk._ Secondly, __the costs bome by supphers of -

'_ Class I mi!k, .a"gain the only mllk supply of con_cern of the Act, are not ev_enly shared by.' all_ :
producers, so to increase the pric.e allows unaffected 'producers to beneﬁt without incurring the' o
costs. Both concerns are made qu1te clear in the Secretary s decision relating to the 1987 change

| to estabhsh Transportauon Credrts in the Clncago Regtonal Order A bnef excerpt of that

' decision follows: - | | |

| o _Through the opEration of ntarketWide pooling, that portion of the .hauling costs.'

- covered by the location adjustments is shared by all producers However, as

- noted earlier in this decision, the location adjustment provisions no longer .
adequately reflect current hauhng costs. Thus handlers who pay for transportmg
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for milk between plants incur a greater cost than is recognized by the order.
* Those handlers who incur such additional hauling costs have higher costs than
- other handlers who do not receive milk from other plants. Moreover, the
© additional hauling costs, which are not reflected in the order's blend prices, are not
“shared by all the producers who enjoy the blend prices that results from
* marketwide pooling. However, as indicated earlier, full recognition of hauling

costs in the location adjustment provrsmns is not a practlcablc means of dealing -
' w1th this problem. : :

. The transportaﬂon credits prov1ded herem will promote orderly marketmg _
through provisions that are fully consistent with the intent and purposes of the -

- Act. The operation of the credits will improve equity among competing fluid milk'

~ handlers by reimbursing a portion of the additional costs incurred when such -

- handlers must reach out to other plants to obtain milk for Class I uses. On the
other hand, the costs of such reimbursement will be spread out among all of the
market's producers. Thus, all producers who share in the benefits of the higher _
returns of the fluid market through marketwide pooling will share also the costs of .
servicing the fluid milk sector of the market on a more equitable basis.
(52 Federal chrstcr 38235 38242 -- October. 15 198?)

_’ .. In this same dectslon the Secretary also considered three ways to address the market ;crobletns

' mcreasmg the Class I Pnce changmg the location drfferennal and Jmpiementmg Transportatlon
g Credlts It was the Secretary 8 determmatron then and we beheve should be the Secretary 8

_ det_ermmatlcn n_cw, that the appropnatc solution was netther an t_ncre_ase in the.Class_ IPricenor

- changing the location differential.

- Producer Pay prices
- ltis 1nterest1ng to me that some 000perat1ves are here supporting NMPF 8 posmon and agreemg -
' that there are mcreased ccsts associated wrth supplymg Class 1 and Class IT and that those pnces

should be increased for such costs to be captured Tesumony for DFA indicated that it has -

dlffenng charges thrcugh, as I.1nte1preted it, e1ther the agency pncmg, contractual arrangements, .

and/or negotlated adjust:ments for changes in hauhng that capture sorne ccsts changes I In dtrect

testnnony it was stated that such'i mcreases have not been sufficient to cover cost mcreases 1 ﬁnd

-)'
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- thisan ihteresting clohtrast. to direct testim'ony iu the Southeast and Appalachian transportation

Credtt hearmg At that heanng DFA test1fied that n general it was paymg over blend in that -

market as supported by the followmg quote' “111 those areas for the penod J anuarjr throu gh l une -
Ny __of 2005 our -- OUr prices at that companson would have been rangmg from $.25 below the blend |

E _ 'pnce to $.30 above the blend_ price w1th the ma]onty bemg at about $.20 above the_blend

| price.”_(l\/l_r.u Hollorr H'earing_Transcﬁpt FMMO S&7 heaﬁug J anuary l2 page 264). It s_eems _

._ incorrsrs_tent to me that DFA is urlable to cotrer costs with pric.e increases and yet m another

- hearing report to be paytng prices in.excess of the Federal Miuimum Iprl’ces ' Regardless-of 'the :

wetght the Secretary gave this evidence to support DFA et al’s pet1t1ou the Secretary did 51de

o wrth them for i mcreasmg the tranSportatton rate, and the maximum assessment

-' Knowmg the Secretary took action to address transportatlon costs in two orders and 11stemng to
the testlmony of this heanng 1t wouid appear there isa degree of double dlppm.g occumng “The
clarrn was_made in the southem orders that transportation ccst_s had increased and compensation: o
Was.nee'ded. Now tve are hearin’g.increases in the _same trarisportation costs_ alnd.'ari'other reques_t_ 5
for:an irrcreasel. 1 ust ‘prior to the just refereneed .hearlng the Secretary rej ected prop"osals to - |
promulgate rules for Transportatton Credits in both the Central and Mideast order. It seems hard .
to reconcrle recent action taken by the Secretary in Orders to address traHSportatron costs with |
this heanng 8 alleged nationwide problem requmng nat10nal action related to transportaucu cost | _
:_ changes I thmk that the proponents went lookmg for ev1dence of thmgs that pr0v1ded a
response to dairy farmers struggles wtthour.workmg for wm-wm solutnons to improve dalry farm |

 prices while improving market performance.
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| Effeétiveness of Over Order Premiums |
| There has been a lot of drscussron thus far about Over Order premiums. It has been stated andf’ or .
1rr1p11ed that the cooperatwes are unable to pass along costs I would llke to 11]ustrate how in two
o parucular pncmg agencres which were referenced in NMPF 8 testrrnony to support the need for
.' actron the Coop eratives have st gmﬂcantly responded to market changes On page 12 of
- NMPF’s testnnony there isa dlscussmn of the changes n Class I pnces in Chlcago Mllwaukee
._ and aneapohs These pnces are estabhshed by two agencres Central Mllk Producers
| | 'Cooperatwe (CMPC) sets the raw milk pnces for sales into Ch10ago and Mrlwaukee wh11e
E Upper Mrdwest Marketxng 'Agency'(UMMA) setg the pnce for raw'mz]k for sales mto -
aneapohs Chart 2, attached at the end of my statement isa graph of both CMPC. and |
: .UNEMA Target Class I Over Order Premrums from J anuary 2003 to current Not1ce the very
| si gmﬁcant shift in those prennums in May of 2004 Whlch on the surface would look quite B
'- . pecuhar However understandmg the cornpetrtlveness of thls milk supply areas and the
marketxng condmons at the tzrne it makes sense In April of 2004 the Producer Price
.Drfferentlal (PPD) for Federal Order 30 was announced at minus $4 11in Cook County IIhnors |
- This meant that all the milk that had been pooIed was gorng have a Federal Order minimum pnce
‘ | at $4 11 under the Class I]I pr1ce while the compet1tors whom had opted to depool were l1keiy
- paying near Class III prlces to dalry farmers CMPC and UMMA members reahzed they had a
81 gmﬁcant problem they had to pay more for their milk than they had received or else they
wouId not retain their mﬂk supphes The followmg month they mcreased the prermum to recoup
| _' the1r competrtlve losses. In December of the same year and F ebruary of the next ne gatrve PPD 8 -

- occur Th1s resulted inan 1ncrease in the premlums for the months of February and March of

2005,
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" The polnt of this rllustratton isto show how effecttve C00perat1vc Over Order Agenc1es are at.
reco gmzmg and respondtng to market condltlons that are necessary to remaln competltlve To
" be clear the Secretary has evaluated the market condltrons and detenmned that depoolmg is in

' fact dtsorderly markettng and offered a rule change to deal with this problem

o NMPF is acrually askmg for a pohcy shift dzsgmsed asa prwe mcrease

Dean Foods is extremely concerned about the Department reco gmzmg the s1gmﬁcant
pohcy shift that is bemg supported by the proponents in the name of snnphﬁcatmn Said in a
very stra1 ghtforward way the pr0ponents want to disconnect the Class I and Class I pnces from. -.
: the rematmng class pnces .Wlnle Dean Foods does not agree W1th Nattonal Mtlk s comments. .
- about lack of substtt_utton o_n Cla_ss_II butterfat and skim, for argun_tent sake I will stick with the
example on Class 11 skirn.. If NMPF’S proposal is adopted and the 'rhanufacturing oosts changel
such that a change is needed to the make allowance, itis hrghly hkely that a 51tuat1on could
| develop whereby the Class IV price would be decreased wrth no 1n1pact to Class II prices thus | -
.'prov1d1r1g dairy processors 1ncent1ves. to ut1hze NFDM in plaoe of Class II skim — whtle that
| would happen in the ﬁmlre 1t is the proposal today that Would cause that result, ThlS dlsorderly - |
marketmg condition could only be remedled bya heanng to lower Class II skim costs It seems
* problematic 0 me for the Secretary to ohange policy where it is highly Iikely that another |
heanng w1ll be requzred to address dnsorderly marketmg, when keepmg the current pohcy would . |

prevent such unnecessary Work and effort on both the part of the mdustry and the Department
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An.o'ther solution' | . |

Dean Foods is dtsappornted that the Secretary opted to take such qurck action on thls _
request by Nattonal Milk w1thout consrdermg any alternat:lves We appreclate the past prachce -
“of the Secretary to request alternative proposals prior to not1ce of a heanng Though unable to
‘ _attend in person Dean Foods was encouraged and 1s supportlve of the workshop dlscussmn on
| proposals However, the handhng of this proceedmg sends 2 conﬂ1cted s1gna1 to the mdustry
Whrle we contmue to have contact from different potenhal supphers W1sh1ng to supply our
plants, there are regulatory optrons that we feel could i improve the poolmg prov151ons We \yould
- suggest the Department consrder domg away w1th or reducmg the 1mpact of marketw1de poohng.
If the' Secretary does not want to go that dlrectlon maybe a more spemﬁc action would be the
trghtenmg of poohng prov1s1ons SO less n111k 18 assocxated w1th/ riding on the Order We -
apprecrate the actrons that the Secretary has talcen to n.nprove these prov1srons but would

c suggest that is room fo:r more good to be ach1eved

- Double payment don t get penny/penny reductron | o .
To the de gree that the Secretary would take a d1fferent v1ew from past action and deterrmne that
| the costs 1ncurred 1n serv1ng the market should bé addressed through hlgher Class T and II pnces
._ thls action does not help us address the problem purported to ex1st \mth increasing costs for

balancrng as reported by Natxonal M1lk For example we have numerous 1ndependent produeers :

from whom Dean Foods purchases milk. In these instances, Dean Foods is responsible for m11k

3 'balancmg costs. To the degree these costs have changed the burden has not been borne by the -
dairy farmers Dean Foods has paid them l.ncreasmg our Class I Pnce does nothlng to address -

- our balancmg costs Purchasmg a balanced nnlk supply at Class I pnce for a ﬁtlly plant is
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' dlfﬁcult Ttis our bellef the Secretary should reject thls Proposal since it w111 not treat al]
o handlers equally We will experlence no chan ge m our balartcmg costs. Thus we will pay twice
_I for the same. Ser\nce one in the form of a higher regu]atcd costs, whrch is'supposed to help offset

_ 'balanctng costs, and _th_e other co_st will be our reahz_ed balanc_mg_cost's_.

| It is troublmg to us to be here in opposmon to higher prices for da1ry farmers. We do NOT
oppose lugher prices to dau’y farmers Yet, we feel that the Class I Price is sufﬁclent such that |

'da1ry farmers could receive more money if the poohng was structured in such away that it -

provided payment to those who serve the Class I market and a llmtted reserve supply Instead it

B _ appears to be NMPF s, po s1tton that the reserve supply needs to be Iarger and larger agamst a flat
| _ demand This proposal to 1ncrease the overall pnce w111 just make the scramble to be part of the
| reserve supply in the South more competitlve and cause more dtluttonfpool ndtng/drsorderiy |
' marketmg and hkely result i in very Little, 1f any, of these htgher Class Tand II dollars back mto | :
| the Southeastern United States dau‘y producers pockets that supply our plants We are
:apprecratwe of the Secretary s declsron to take action to reverse the trend in the. Southeast and
Appalachtan orcler in hts deCISIOIl from the Transportatton Credtt hearing and Dean would gladly
support acttons to mcrease datry producer pnces when it means posmve changes in market __

structure somethmg this proposal does not do.

- Summary Opposition
Dean Foods believes that N.ational 'Milk’s- analysis of the n’atlonal marketing landscape and
: resultmg conclustons arg in error. We would recommend that the Secretary TEject: aIl Proposals :

| 'The market problems reported to ex1st don t and action taken by the Secretary is sure to create
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as demonstrated by lnstory, cond1t1ons that wrll be d1sorder1y and lead to more hearmgs The

B s1gmﬁcant pohcy shift proposed should not be taken hght]y and in absence of solid evrdence of

- market d1srupt10n the Secretary should not use emergency procedures Dean Foods belreves the
| Secretary has clearly establlshed evaluatlon cntcna for examrmng the proper relatronshrp '
- between Class I prices and manufactunng pnces Furthermore, we believe that Class I
_processors and consumers will be adversely Impacted if National Ml].k s proposal to increase -

' Class Iand II d1fferent1al is adopted Dean Foods believes that if Nat1ona1 Milk’s Class ITand I

dlfferentlal Increase proposal Would be adopted that there will be far reachmg umntended

_ consequences hkely creatrng more drsorder]y marketmg In full knowledge of thrs Dean Foods -

B urges the Secretary to reject Natlonal Mllk’s prOposal and continve with the exrstmg long-

- standing pol1cy
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